

INLAND 

REVENUE 

Press Release 



INLAND REVENUE PRESS OFFICE, SOMERSET HOUSE, STRAND, LONDON WC2R 1LB 
NATIONAL MEDIA: 071 438 6692/6706/7327 REGIONAL MEDIA: 071 438 7356 
NON MEDIA ENQUIRIES: YOUR OWN TAX OFFICE OR PUBLIC ENQUIRY ROOM 071 438 6420 



29 January 1992 



GROUPS OF COMPANIES 

The Financial Secretary to the Treasury, Francis Maude, 
answered a Parliamentary Question today about consultation 
on new legislation about group relief. He said: 

"The Inland Revenue today are publishing draft clauses 
on groups of companies which the Government intends to 
introduce in the next Finance Bill. As I announced on 
15 November 1991, the legislation if passed by 
Parliament will be effective from that date." 

Comments on the draft clauses should be sent to: 

Rainer Evers 
Inland Revenue 
Company Tax Division 
Room 104 New Wing 
Somerset House 
LONDON 
WC2R 1LB 

by 28 February 1992. 



NOTES FOR EDITORS 



1. The Government's intention to introduce legislation to 
correct two defects in the legislation relating to groups of 
companies was announced in a written answer to a 
Parliamentary Question on 15 November 1991 (Hansard Column 
707). Further details were given in an Inland Revenue Press 
Release that day. 



Two draft clauses and a draft Schedule are attached. 

/3 . The first clause 
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3. The first clause and the Schedule relate to group 
relief and the rules which help to determine whether a group 
or consortium relationship exists between two companies. 

They deal with arrangements involving options to buy or sell 
a company's shares which, if exercised, would vary an equity 
holder's entitlements to the distributable profits or to 
assets in a notional winding up of that company. In 
deciding whether group or consortium relief is due, the 
equity holder's entitlements are to be recalculated on the 
basis that an option had been exercised and effect given to 
it. 



4. The new rules will complement the existing special 
rules which provide for the calculation of the equity 
holder's entitlement to distributable profits or to assets 
on a winding up of the company for comparison with its 
shareholding interest when shares have fixed element rights 
or variable rights. The new legislation enables any of 
these rules in respect of the three different features to be 
considered singly or in any possible combination when 
calculating an equity holding. 

5. The Schedule also makes clear that, under the existing 
legislation, where shares have both fixed element rights and 
variable rights, the special rules are to be applied in 
combination as well as singly. 

6. The second clause covers circumstances in which a 
company leaves a group in the course of a liquidation. When 
a company leaves a group, any gains on assets which were 
deferred at the time they were transferred to the company by 
another group member are charged at that point, subject to 
certain exceptions. The new clause ensures that this charge 
will not be lost if the company leaves the grouping during a 
liquidation, unless it leaves the group on the final act of 
liquidation. 



Press enquiries to: Tim Morris 

Stephanie Bradley 

on: 071 438 6692/6706/7327 

(Out of hours 
0860 359544) 
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CLAUSE A 



Schedule AA to this Act (which contains amendments relating 
to group relief) shall have effect. 

SCHEDULE AA 



GROUP RELIEF: AMENDMENTS 

Main amendments 



1. In Schedule 18 to the Taxes Act 1988 (group relief: 
equity holders and profits or assets available for 
distribution) the following paragraph shall be substituted 
for paragraph 5(5) - 

"5A. - (1) In a case where paragraphs 4 and 5 above 
apply, each of the following percentages, namely - 

(a) the percentage of profits to which, on the profit 
distribution, the first company referred to in 
paragraph 2(1) above would be entitled, and 

(b) the percentage of assets to which, on the notional 
winding-up, the first company referred to in 
paragraph 3(1) above would be entitled. 



shall be determined on each of the different bases set 
out in sub-paragraph (2) below. 



(2) The bases are - 

(a) the basis specified 

(b) the basis specified 



in paragraph 4(2) 
in paragraph 5(2) 



above ; 
above ; 



(c) 



the basis 
the basis 
together ; 



specified 

specified 



in paragraph 4(2) 
in paragraph 5(2) 



above and 
above taken 



(d) the basis specified in paragraph 2(1) or 3(1) 
above (according to the percentage concerned) 
without regard to paragraphs 4(2) and 5(2) above 



(3) The lowest of the four percentages of profits so 
determined shall be taken for the purposes of section 
413(7) to (9) to be the percentage of profits to 
which, on the profit distribution, the first company 
referred to in paragraph 2(1) above would be entitled 
as mentioned in that paragraph. 

(4) The lowest of the four percentages of assets so 
determined shall be taken for the purposes of section 
413(7) to (9) to be the percentage to which, on the 
notional winding-up, the first company mentioned in 
paragraph 3(1) above would be entitled of any assets 
of the other company available for distribution to its 
equity holders on a winding-up.” 
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2. In that Schedule the following paragraphs shall be 
inserted after paragraph 5A - 

"5B - (1) This paragraph applies if, at any time in the 
relevant accounting period, option arrangements exist; 
and option arrangements are arrangements of any kind 
(whether in writing or not) as regards which the two 
conditions set out below are fulfilled. 

(2) The first condition is that the arrangements are 
ones by virtue of which there could be a variation in - 

(a) the percentage of profits to which any of the 
equity holders is entitled on the profit 
distribution, or 

(b) the percentage of assets to which any of the 
equity holders is entitled on the notional 
winding-up. 

(3) The second condition is that, under the 
arrangements, the variation could result from the 
exercise of any of the following rights (option 
rights) - 

(a) a right to acquire shares or securities in the 
second company referred to in paragraphs 2(1) and 
(3) (1) above; 

(b) a right to require a person to acquire shares or 
securities in that company. 

(4) For the purposes of sub-paragraph (3) above - 

(a) it is immaterial whether or not the shares or 
securities were issued before the arrangements 
came into existence; 

(b) "securities" does not include normal commercial 
loans (within the meaning given by paragraph 1(5) 
above) . 

(5) As regards each point in time when option 
arrangements exist in the relevant accounting period- 

fa) there shall be taken each possible state of 

affairs that could then subsist if the outstanding 
option rights, or any of them or any combination 
of them, became effective at that point, and 

(b) taking each such state of affairs, it shall be 

assumed that the rights and duties of the equity 
holders in the relevant accounting period were to 
be found accordingly. 
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(6) The following rules shall have effect- 

(a) for the purposes of sub-paragraph (5) above 
outstanding option rights are all such option 
rights under the arrangements (or sets of 
arrangements if more than one) as exist at the 
point in time concerned but have not become 
effective at or before that point; 

(b) for the purpose of applying sub-paragraph (5) 
above it is immaterial whether or not the rights 
are exercisable at or before the point in time 
concerned and it is immaterial whether or not they 
are capable of becoming effective at or before 
that point; 

(c) for the purposes of sub-paragraph (5) above and 
this sub-paragraph an option right becomes 
effective when the shares or securities to which 
it relates are acquired in pursuance of it. 

(7) The determination mentioned in sub-paragraph (8) 
below shall be made as regards each point in time when 
option arrangements exist in the relevant accounting 
period; and for each such point in time a separate 
determination shall be made for each of the possible 
states of affairs mentioned in sub-paragraph (5) above. 

(8) The determination is a determination of - 

(a) the percentage of profits to which, on the profit 
distribution, the first company referred to in 
paragraph 2(1) above would be entitled, and 

(b) the percentage of assets to which, on the notional 
winding-up, the first company referred to in 
paragraph 3(1) above would be entitled, 

if the rights and duties of the equity holders in the 
relevant accounting period were found as mentioned in 
sub-paragraph (5) above. 

(9) Where different determinations yield different 
percentages of profits and different percentages of 
assets, only one determination of each percentage 
(yielding the lowest figure) shall be treated as having 
been made. 

(10) Sub-paragraphs (3) and (4) of paragraph 4 above 
shall apply for the purposes of this paragraph as they 
apply for the purposes of that paragraph and, 
accordingly, references there to sub-paragraphs (2) (a) 
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and (2) (b) of that paragraph shall be construed as 
references to sub-paragraphs (8) (a) and (8) (b) of this 
paragraph . 

5C - (1) In a case where paragraphs 4 and 5B above 
apply, each of the following percentages, namely- 

(a) the percentage of profits to which, on the profit 
distribution, the first company referred to in 
paragraph 2(1) above would be entitled, and 

(b) the percentage of assets to which, on the notional 
winding-up, the first company referred to in 
paragraph 3(1) above would be entitled; 

shall be determined on each of the different bases set 
out in sub-paragraph (2) below. 

(2) The bases are - 

(a) the basis specified in paragraph 4(2) above; 

(b) the basis specified in paragraph 5B(8) above; 

(c) the basis specified in paragraph 4(2) above and the 
basis specified in paragraph 5B(8) above taken 
together ; 

(d) the basis specified in paragraph 2(1) or 3(1) 
above (according to the percentage concerned) 
without regard to paragraphs 4(2) and 5B(8) above. 

(3) The lowest of the four percentages of profits so 
determined shall be taken for the purposes of section 
413(7) to (9) to be the percentage of profits to which, 
on the profit distribution, the first company referred 
to in paragraph 2(1) above would be entitled as 
mentioned in that paragraph. 

(4) The lowest of the four percentages of assets so 
determined shall be taken for the purposes of section 
413(7) to (9) to be the percentage to which, on the 
notional winding-up, the first company mentioned in 
paragraph 3(1) above would be entitled of any assets of 
the other company available for distribution to its 
equity holders on a winding-up. 

(5) For the purposes of this paragraph the basis 
specified in paragraph 5B(8) above is such basis as 
gives the percentage of profits arrived at by virtue of 
paragraph 5B(9) above or (as the case may be) such 
basis as gives the percentage of assets arrived at by 
virtue of paragraph 5B(9) above. 

5D - (1) In a case where paragraphs 5 and 5B above 
apply, each of the following percentages, namely - 
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(a) the percentage of profits to which, on the profit 
distribution, the first company referred to in 
paragraph 2(1) above would be entitled, and 

(b) the percentage of assets to which, on the notional 
winding-up, the first company referred to in 
paragraph 3(1) above would be entitled, 

shall be determined on each of the different bases set 
out in sub-paragraph (2) below. 

(2) The bases are - 

(a) the basis specified in paragraph 5(2) above; 

(b) the basis specified in paragraph 5B(8) above; 

(c) the basis specified in paragraph 5(2) above and 

the basis specified in paragraph 5B(8) above taken 
together ; 

(d) the basis specified in paragraph 2(1) or 3(1) 
above (according to the percentage concerned) 
without regard to paragraphs 5(2) and 5B(8) above. 

(3) The lowest of the four percentages of profits so 
determined shall be taken for the purposes of section 
413(7) to (9) to be the percentage of profits to which, 
on the profit distribution, the first company referred 
to in paragraph 2(1) above would be entitled as 
mentioned in that paragraph. 

(4) The lowest of the four percentages of assets so 
determined shall be taken for the purposes of section 
413(7) to (9) to be the percentage to which, on the 
notional winding-up, the first company mentioned in 
paragraph 3(1) above would be entitled of any assets of 
the other company available for distribution to its 
equity holders on a winding-up. 

(5) For the purposes of this paragraph the basis 
specified in paragraph 5B(8) above is such basis as 
gives the percentage of profits arrived at by virtue of 
paragraph 5B(9) above or (as the case may be) such 
basis as gives the percentage of assets arrived at by 
virtue of paragraph 5B(9) above. 

5E— ( 1) In a case where paragraphs 4 and 5 and 5B above 
appiY/ each of the following percentages, namely - 

(a) the percentage of profits to which, on the profit 
distribution, the first company referred to in 
paragraph 2(1) above would be entitled, and 

(b) the percentage of assets to which, on the notional 
winding-up, the first company referred to in 
paragraph 3(1) above would be entitled. 
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shall be determined on each of the different bases set 
out in sub-paragraph (2) below. 



(2) 


The bases are- 












(a) 


the 


basis 


specified 


in 


paragraph 


4(2) 


above ; 




(b) 


the 


basis 


specified 


in 


paragraph 


5(2) 


above ; 




(c) 


the 


basis 


specified 


in 


paragraph 


5B (8) 


above 


• 

/ 


(d) 


the 


basis 


specified 


in 


paragraph 


4(2) 


above 


and 




the 


basis 


specified 


in 


paragraphs 5(2) 


above 


taken 




together ; 














(e) 


the 


basis 


specified 


in 


paragraph 


4(2) 


above 


and 




the 


basis 


specified 


in 


paragraph 


5B (8 ) 


above 


taken 




together ; 










(f) 


the 


basis 


specified 


in 


paragraph 


5(2) 


above 


and 




the 


basis 


specified 


in 


paragraph 


5B ( 8 ) 


above 


taken 




together ; 














(g) 


the 


basis 


specified 


in 


paragraph 


4(2) 


above 


and 




the 


basis 


specified 


in 


paragraph 


5(2) 


above 


and 




the 


basis 


specified 


in 


paragraph 


5B ( 8 ) 


above 


all 




taken together; 










(h) 


the 


basis 


specified 


in 


paragraph 


2(1) 


or 3(1) 



above (according to the percentage concerned) 
without regard to paragraphs 4(2), 5(2) and 5B(8) 
above . 

(3) The lowest of the eight percentages of profits so 
determined shall be taken for the purposes of section 
413(7) to (9) to be the percentage of profits to which, 
on the profit distribution, the first company referred 
to in paragraph 2(1) above would be entitled as 
mentioned in that paragraph. 

(4) The lowest of the eight percentages of assets so 
determined shall be taken for the purposes of section 
413(7) to (9) to be the percentage to which, on the 
notional winding-up, the first company mentioned in 
paragraph 3(1) above would be entitled of any assets of 
the other company available for distribution to its 
equity holders on a winding-up. 

(5) For the purposes of this paragraph the basis 
specified in paragraph 5B(8) above is such basis as 
gives the percentage of profits arrived at by virtue of 
paragraph 5B(9) above or (as the case may be) such 
basis as gives the percentage of assets arrived at by 
virtue of paragraph 5B ( 9 ) above . " 

Other amendments 

3. In paragraph 6 of that Schedule for "5 M there shall be 
substituted ”5E" . 
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4. In section 272 of the Income and Corporation Taxes Act 
1970 (groups of companies: definitions) in subsection (IF) 
(application of Schedule 18 but without paragraph 5(3) etc) 
after •• 5 ( 3 ) •• there shall be inserted "and 5B to 5E". 

Application of amendments 

5-(l) Sub-paragraph (2) below shall apply where either of 
the following events occurs on or after 15th November 1991 - 

(a) any shares or securities of the relevant company 
are issued in circumstances where they carry both 
rights referred to in paragraph 4(1) of Schedule 
18 and rights referred to in paragraph 5(1) of 
Schedule 18 ; 

(b) any shares or securities of the relevant company 
issued before 15th November 1991 begin to carry 
both rights referred to in paragraph 4(1) of 
Schedule 18 and rights referred to in paragraph 
5(1) of Schedule 18 (whether or not they 
previously carried rights referred to in one of 
those paragraphs) . 

(2) In such a case paragraph 1 above shall apply in 
relation to the accounting period in which the event occurs 
and subsequent accounting periods . 

(3) In this paragraph - 

(a) references to the relevant company are to the 
second company referred to in paragraphs 2(1) and 
3(1) of Schedule 18; 

(b) references to accounting periods are to accounting 
periods of that company. 

6. Paragraph 2 above shall apply where the option 
arrangements are made on or after 15th November 1991. 

7. Paragraphs 3 and 4 above shall apply in accordance with 
paragraphs 5 and 6 above. 
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CLAUSE B 



-(1) Section 278 of the Income and Corporation Taxes Act 
1970 (deemed sale etc where company ceases to be member of a 
group) shall be amended as follows. 

(2) In subsection (1) in the words following paragraph (b) 
(provisions not to apply on winding-up etc) for the words 
from ”by being wound up” to the end of the subsection there 
shall be substituted the words ”in consequence of another 
member of the group ceasing to exist”. 

(3) This section shall apply where a company ceases to be a 
member of a group of companies on or after 15th November 
1991. 
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